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L S u m m a r y of G e n e r a l E c o n o m i c Condi t ions 
T h e r e h a s been no a p p a r e n t i m p r o v e m e n t in the g e n e r a l | t r e n d o^Jlig^^ao 
P a u l o economy in fact the pace of p r i c e i n c r e a s e s i s r e p o r t e d to have 
c o n s i d e r a b l y a c c e l e r a t e d dur ing J a n u a r y . P r e v i o u s ch ron i c p r o b l e m s 
a r e s t i l l v e r y m u c h in ev idence , e . g . , t ight bank c r e d i t , dec l in ing rea l 
p u r c h a s i n g power of the m a s s of the publ ic , inf lat ion, a high r a t e of 
b a n k r u p t c i e s , c r e d i t o r s * a g r e e m e n t , p r o t e s t e d n o t e s , and s t agna t ing 
s a l e s and output in v a r i o u s key i n d u s t r i e s . In sp i te of t h e s e p r o b l e m s , 
however , t h e r e a p p e a r s to be cont inued g e n e r a l confidence in and s u p 
p o r t for the g e n e r a l d i r ec t i on of the g o v e r n m e n t s e c o n o m i c p o l i c i e s , 
r e i n f o r c e d by the bel ief that b u s i n e s s wi l l p ick up a f te r M a r c h 15 when 
Cos t a e Silva i s i naugura t ed . P a r a d o x i c a l l y , s o m e m a j o r i n d u s t r i e s 
i n c r e a s e d t h e i r p r i c e s subs t an t i a l l y in J a n u a r y in sp i t e of s l ack s a l e s 
of t h e i r p r o d u c t s dur ing the p a s t s e v e r a l m o n t h s . 
T h e m a j o r i t y of b u s i n e s s m e n a g r e e t ha t one of the p r e s e n t key e c o n o m i c 
po l i c i e s of the g o v e r n m e n t should be r e l a x e d - n a m e l y , bank c r e d i t . At 
the s a m e t i m e , l a b o r and the midd le c l a s s feel tha t they a r e b e a r i n g 
m o r e than t h e i r s h a r e of the bu rden of the s t ab i l i za t ion p r o g r a m and 
be l i eve consequen t ly tha t the g o v e r n m e n t ' s r e s t r a i n t on wage i n c r e a s e s 
should be e a s e d . T h e s e g r o u p s point to the p r e s e n t b u s i n e s s downturn 
a s ev idence tha t t h e s e r e s t r a i n t s should be r e l a c e d a s be ing the p r i m e 
f a c t o r s caus ing t he p r e s e n t m i ld r e c e s s i o n . Mos t hopeful ly be l i eve tha t 
Cos t a e Silva wi l l t ake a sof ter l ine in seek ing p r i c e s t ab i l i ty and few a p -
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/ UNCLASSIFIED F O R / E P T . US pfln r U S E ONLY 

Out 
D V m m m ^ J L i e b o f : m m g l/30/fff L ° °W& & cation Approved by' 

Clearances 



Sao Pau lo A - 2 2 2 
UNCLASSIFIED 2 

r e s t r i c t i v e wage and c r e d i t po l i c i e s , whi le a t the s a m e t i m e t r y i n g to conquer 
inflat ion, a ba t t l e which a l l a g r e e i s fa r f r o m won. 
Bank c r e d i t , for e x a m p l e , a favor i te t a r g e t of c h r o n i c d i s s a t i s f a c t i o n in the 
b u s i n e s s c o m m u n i t y i s s t i l l r e p o r t e d to be t ight . Data pub l i shed by t h e R o b e r t o 
Vidiga l Ins t i tu te for N o v e m b e r 1966 for c o m m e r c i a l bank l o a n s in Sao P a u l o 
show t h e i r l e v e l in N o v e m b e r 1966 at C r $ 2 . 918 bi l l ion c o m p a r e d to C r $ 2 . 391 
b i l l ion in N o v e m b e r 1965 (during which p e r i o d the Sao P a u l o cos t of l iv ing 
i n c r e a s e d by 47. 4 p e r c e n t ) . 
The U. S. C h a m b e r of C o m m e r c e for Sao P a u l o s t a t ed in i t s annual r e p o r t on 
the C h a m b e r ' s a c t i v i t i e s dur ing 1966, p r e s e n t e d at i t s 48th annua l g e n e r a l 
m e e t i n g h e r e on J a n u a r y 26, 1967, tha t B.. . . t h e p u r c h a s i n g power of the midd le 
c l a s s h a s been s e r i o u s l y c u r t a i l e d , B a t the s a m e t i m e r e p o r t i n g tha t C h r i s t m a s 
1966 s a l e s had been the w o r s t in m a n y y e a r s and tha t y e a r - e n d i n v e n t o r i e s of 
househo ld goods and d o m e s t i c a p p l i a n c e s w e r e high. Ci ty of S&o P a u l o da ta for 
1966 r e f l e c t e d a 46. 3 p e r c e n t i n c r e a s e in the c o s t of l iv ing c o m p a r e d to 40 .1 
p e r c e n t in 1965. Food c o s t s in 1966 r o s e by 50 p e r c e n t o v e r 1965, hous ing by 
46 p e r c e n t , c lothing by 41 p e r c e n t , l ight and hea t by 53 p e r c e n t and t r a n s p o r t 
by 53 p e r c e n t . By c o m p a r i s o n , however , with 1963 and 1964, when Sao P a u l o 
c o s t of l iv ing indexes r o s e by 80. 5 and 85. 6 p e r c e n t r e s p e c t i v e l y , 1965 and 
1966 p e r f o r m a n c e w a s v e r y encou rag ing . However , p r e s e n t f o r e c a s t s of the 
p r o b a b l e cos t of l iv ing i n c r e a s e dur ing 1967 have r e c e n t l y b e c o m e m o r e p e s 
s i m i s t i c , e s p e c i a l l y s i n c e the c o n s e n s u s r e p o r t s a s u b s t a n t i a l r i s e in p r i c e s 
du r ing J a n u a r y . T h e s e o b s e r v e r s be l i eve tha t if the a v e r a g e r i s e i s f ive p e r 
cent o r h i g h e r du r ing J a n u a r y , the c h a n c e s for the g o v e r n m e n t to ach i eve 
p r i c e s t ab i l i t y (i . e . , an i n c r e a s e of 10 to 20 p e r c e n t ) t h i s y e a r a r e d im indeed . 
Motor veh ic le s a l e s p r i c e s have been i n c r e a s e d in J a n u a r y by be tween 8 and 
19 p e r c e n t in sp i t e of poor s a l e s dur ing the p a s t s e v e r a l m o n t h s and dec l in ing 
output , which h a s been down each month s i n c e S e p t e m b e r by o v e r 20 p e r c e n t 
c o m p a r e d to the month ly l e v e l dur ing the f i r s t t h r e e q u a r t e r s of 1966. 
R e t a i l s a l e s h e r e , inc luding e l e c t r i c a p p l i a n c e s , cont inued to be s l a c k , a l though 
app l i ance p r i c e s w e r e i n c r e a s e d in J a n u a r y by 7 p e r c e n t . 
T e x t i l e s a r e s t i l l in the d o l d r u m s , a l though civi l c o n s t r u c t i o n a c t i v i t i e s in 
Sao P a u l o have i m p r o v e d a s a r e s u l t of i n c r e a s e d Ci ty of Sao P a u l o publ ic 
w o r k s spend ing . 
Some f a c t o r s p rov id ing the push behind the r e c e n t s u r g e in t he r a t e of p r i c e 
i n c r e a s e s , a s i d e f r o m an a p p a r e n t g rowth in in f l a t iona ry expec t a t i ons of the 
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b u s i n e s s c o m m u n i t y , w e r e t he 8 p e r c e n t depos i t which a l l f i r m s m u s t m a k e 
to the new l a b o r G u a r a n t e e F u n d for Length of S e r v i c e (al though the ne t 
i n c r e a s e w a s only 2. 8 p e r c e n t ) , the J a n u a r y 1 c i r c u l a t i o n t ax , r i s i n g food 
c o s t s , and the an t i c ipa t ed i n c r e a s e by M a r c h of t he m i n i m u m wage . O t h e r 
woes of the b u s i n e s s c o m m u n i t y inc luded the • i n f l a t i o n 8 of l eg i s l a t i on , a 
n a m e r e c e n t l y coined h e r e to d e s c r i b e t he l a r g e n u m b e r of r e c e n t f e d e r a l 
d e c r e e s and l a w s . 
With r e s p e c t to the i naugura t i on of P r e s i d e n t - e l e c t C o s t a e Silva on M a r c h 
15, Sao P a u l o b u s i n e s s l e a d e r s hope for a key pos t o r two in t he f e d e r a l 
cab ine t , p a r t i c u l a r l y the p o s t s of F i n a n c e and E c o n o m i c P l ann ing , with 
S e c r e t a r y of S ta te for F i n a n c e Delf im Net to being p r o m i n e n t l y m e n t i o n e d 
for t he l a t t e r , a l though he h a s ju s t been n a m e d by the new Governor , S o d r ^ 
to r e m a i n in h i s Cab ine t . 
M e a n t i m e , the g e n e r a l l eve l of e m p l o y m e n t a p p e a r s to be holding up v e r y 
we l l , c o n s i d e r i n g t K e * d e p r e s s e d s t a t e of b u s i n e s s , a p p a r e n t l y a s i t ua t ion 
c o n s i d e r a b l y inf luenced by the feel ing of the l o c a l b u s i n e s s c o m m u n i t y tha t 
C o s t a e S i l v a ' s advent wi l l s p a r k a g e n e r a l b u s i n e s s u p t u r n t h rough h i s 
e a s i n g of p r e s e n t r e s t r a i n t s on bank c r e d i t and wage i n c r e a s e s . Should 
th i s eva lua t ion be in any m a n n e r s e r i o u s l y modif ied , the p r e s e n t m i l d b u s 
i n e s s r e c e s s i o n could wel l t u r n into a f u l l - s c a l e r e c e s s i o n . (TDKingsley) 

2. F i n a n c e 

T h e Sao P a u l o b u s i n e s s commun i ty i s c o n s i d e r a b l y c o n c e r n e d by t he 
G o v e r n m e n t d e c r e e a u t h o r i z i n g the Na t iona l M o n e t a r y Counci l to r a i s e t he 
l i m i t of c o m m e r c i a l b a n k ' s c o m p u l s o r y depos i t wi th the C e n t r a l Bank f r o m 
25 to 35 p e r c e n t . Al though the l im i t con t inues at 25 p e r c e n t for the t i m e 
being, l o c a l o b s e r v e r s c o n s i d e r the d e c r e e to be a " s w o r d of D a m o c l e s * 
dangl ing o v e r banking e s t a b l i s h m e n t s , to be u s e d to b r a k e in f l a t iona ry 
c r e d i t and r i s i n g p r i c e s by d ry ing up , if n e c e s s a r y , a l l but the m o s t 
s e l e c t i v e t ypes of bank l o a n s . The a u t h o r i t i e s advance the a r g u m e n t tha t the 
b a n k s ' l iqu id pos i t ion wi l l t end to r i s e soon when t e m p o r a r y d e p o s i t s 
deve lop t h rough i m p l e m e n t a t i o n of the new w o r k e r s ' G u a r a n t e e F u n d for 
Leng th of S e r v i c e , u n d e r which f i r m s m u s t depos i t mon th ly 8 p e r c e n t of 
c o m p a n y p a y r o l l s . However, c o m m e r c i a l banks wi l l p r o b a b l y c o m p e t e wi th 
e a c h o t h e r to a t t r a c t company d e p o s i t s by offer ing i ncen t i ve s for s p e c i a l 
s e r v i c e s ( co l l ec t ions , p a y m e n t of p a y r o l l s a t t e l l e r s * windows, s p e c i a l l o a n s 
to f inance the e x t r a c o s t of t he new fund) and t h i s type of s e r v i c e would en ta i l 
an i n c r e a s e in ihe cos t of bank o p e r a t i o n s which m a y wel l offset p a r t of t he 
advan tage of r e c e i v i n g t h q s e t e m p o r a r y d e p o s i t s f r o m i n d u s t r y and t r a d e . 
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It i s sa id tha t C e n t r a l Bank r e s o l u t i o n N9 46 does not c l e a r l y ind ica te w h e t h e r 
G u a r a n t e e Fund d e p o s i t s a r e sub jec t to c o m m e r c i a l banks* c o m p u l s o r y r e p a s s 
ing to the C e n t r a l Bank. T h u s , the i m m e d i a t e r e s u l t of the l a t e s t G o v e r n m e n t 
m e a s u r e i s tha t the m a j o r c o m m e r c i a l ban ls in SSo P a u l o a r e a l r e a d y mov ing 
to r a i s e the l e v e l of t h e i r c a s h b a l a n c e s by r e d u c i n g loan o p e r a t i o n s in o r d e r 
to cope with any sudden i n c r e a s e in the l i m i t of the c o m p u l s o r y depos i t . Bank 
l o a n s in J a n u a r y 1967 a m o n g the five l a r g e s t banks in Sao P a u l o a v e r a g e 5 to 
7 p e r c e n t l e s s than in N o v e m b e r o r D e c e m b e r 1966. 
T igh t c r e d i t i s r a i s i n g the c o s t of money in Sao P a u l o . Quas i 8 p a r a l l e l m a r k e t 8 
o p e r a t i o n s in the p a s t t h r e e w e e k s ind ica te tha t i n d u s t r i a l f i r m s a r e now paying 
o v e r 4 p e r c e n t mon th ly for non-bank s h o r t - t e r m l o a n s . To a b s o r b th i s and 
o t h e r add i t iona l e x p e n s e s ( see i t e m on p r i c e s ) , m a n y f i r m s a r e r a i s i n g p r i c e s 
of t h e i r p r o d u c t s . P r e v i o u s ConGen r e p o r t s poin ted to the lack of l iqu id funds 
on the l o c a l f inanc ia l m a r k e t dur ing 1966. T h i s is r e f l e c t e d in f i gu re s now p u b 
l i s h e d by the Sao Pau lo Stock Exchange ind ica t ing tha t t r a d i n g in 1966 w a s 
n e a r l y 5 p e r c e n t l e s s than in 1965 (Cr$515 bi l l ion in 1966 a s c o m p a r e d with 
Cr$541 bi l l ion in 1965). T h e lion*s s h a r e of the m a r k e t went to l e t r a s de c a m b i o 
of f inance c o m p a n i e s (76. 7 p e r c e n t ) , fol lowed by r e a d j u s t a b l e ob l iga t ions of the 
F e d e r a l G o v e r n m e n t (9 .4 p e r c e n t ) , c o r p o r a t e s tock (7. 8 p e r c e n t ) , bank s tock 
and d e b e n t u r e s (3. 8 p e r c e n t ) , and m i s c e l l a n e o u s p a p e r (2. 3 p e r c e n t ) . In r e a l 
t e r m s ( taking into accoun t the r a t e of inf lat ion in 1966) t r a d i n g at the Stock 
Exchange in 1966 w a s about 35 p e r c e n t l e s s than in 1965. 

A g r a d u a l d e t e r i o r a t i o n of b u s i n e s s condi t ions ( p r e s u m a b l y affect ing m o r e 
s m a l l and p o o r l y o r g a n i z e d f i r m s than l a r g e c o r p o r a t i o n s ) w a s ev idenced in 
1966, a c c o r d i n g to c o m p a r a t i v e f i g u r e s on Sao P a u l o b a n k r u p t c i e s , pe t i t i ons 
in c r e d i t o r s * a g r e e m e n t s , and vo lume and va lue of n o t e s p r o t e s t e d , pub l i shed 
by the Ins t i tu to R o b e r t o Vidigal of the C o m m e r c i a l A s s o c i a t i o n of SSo P a u l o . 
B a n k r u p t c i e s r o s e 53 p e r c e n t (196 5: 1686; 1966: 2585); p e t i t i o n s in c r e d i t o r s * 
a g r e e m e n t 60 p e r c e n t (1965: 175; 1966: 379); n u m b e r of no t e s p r o t e s t e d 56 p e r 
cen t (1965: 89, 911; 1966: 140, 795); and va lue of no te s p r o t e s t e d a s t a g g e r i n g 
238 p e r c e n t (1965: C r $ 2 0 . 1 b i l l ion; 1966: C r $ 6 8 bi l l ion) . (ADVentura) 
3 . P r i c e s 

T h e mon th of J a n u a r y h e r a l d e d a wave of p r i c e i n c r e a s e s in S&o P a u l o which, 
by and l a r g e , have not been r e s t r a i n e d to da te d e s p i t e m i d - m o n t h s t o p - g a p 
e f for t s of the F e d e r a l G o v e r n m e n t . S e v e r a l nega t ive f a c t o r s a r e p lay ing 
t h e i r r o l e in t h i s p h e n o m e n o m , among t h e m : wage i n c r e a s e s , a v e r a g i n g 2 5 -
30 p e r c e n t , a w a r d e d w o r k e r s of the m a j o r l a b o r un ions ; the s w i t c h o v e r f r o m 
the s y s t e m of Sta te s a l e s and c o n s i g n m e n t t ax to t he new c i r c u l a t i o n t ax 
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which h a s e n c o u r a g e d t e m p o r a r y specu la t ive ac t iv i ty , the effects of which 
m a y be l o n g - l a s t i n g ; i m p l e m e n t a t i o n of the new f e d e r a l t ax on I n d u s t r i a l i z e d 
P r o d u c t s ( Imposto S c o r e P r o d u t o s I n d u s t r i a l i z a d o s ) whose t ax l e v e l s a r e , 
in m a n y c a s e s , h i g h e r than the l e v e l s of the old f e d e r a l e x c i s e t a x which i t 
r e p l a c e s ; i n c r e a s e d loca l t a x e s pushed t h rough by t h e Mayor of Sao Pau lo 
d e s p i t e stiff oppos i t ion f r o m both the b u s i n e s s c o m m u n i t y and the Munic ipa l 
C h a m b e r ; and - - l a s t but not l e a s t - - the defiant a t t i tude of n u m e r o u s 
i n d u s t r i a l f i r m s which, c l a i m i n g they o p e r a t e d in the r e d du r ing the l a s t 
q u a r t e r of 1966, now i n s i s t on r a i s i n g p r i c e s to r e c o u p t h e i r p a p e r l o s s e s 
even at the cos t of r e d u c e d p roduc t ion and s a l e s . 
A v e r y d i s t u r b i n g e l e m e n t i s the r e a p p e a r a n c e of the ^ in f la t ionary m e n t a l i t y 0 
a f t e r being p a r t i a l l y d o r m a n t for o v e r two y e a r s . The new m i n i m u m wage 
l e v e l s to be s e t in t he p e r i o d F e b r u a r y - M a r c h and the deva lua t ion of t he 
c r u z e i r o (which s o m e c l a i m wil l t ake p l ace be fo re t he new f e d e r a l A d m i n i s 
t r a t i o n t a k e s office in M a r c h ) wi l l have a s t r o n g in f l a t iona ry i m p a c t on the 
e c o n o m y added to r i s i n g p r i c e s in J a n u a r y . Some b u s i n e s s m e n a r e , t h e r e 
fo re , r a i s i n g p r i c e s now in o r d e r to ©protect8 t h e m s e l v e s . 
F i g u r e s pub l i shed by Sao P a u l o City S t a t i s t i c a l D e p a r t m e n t ind ica te tha t c o s t -
of - l iv ing for the l o w e r i n c o m e g r o u p r o s e 46. 3 p e r c e n t in 1966 c o m p a r e d with 
41. 2 p e r c e n t in 1965. Officials of the S t a t i s t i c a l D e p a r t m e n t s t a t e tha t a m i d -
J a n u a r y spot check r e f l e c t s what m a y t u r n out to be a 3 p e r c e n t i n c r e a s e for 
J a n u a r y 1966, a l though s o m e p r i v a t e o b s e r v e r s h e r e have e x p r e s s e d the view 
tha t the cos t of l iv ing in Sao P a u l o wi l l r e a c h a r e c o r d l e v e l . Tha t t he 
F e d e r a l G o v e r n m e n t i s fully a w a r e of th i s t r e n d i s ev idenced by the d e c r e e 
l aw r e d u c i n g by 50 p e r c e n t the f e d e r a l T a x on I n d u s t r i a l i z e d P r o d u c t s for 
p r o c e s s e d foodstuffs and au tho r i z ing Sta te g o v e r n m e n t s to r e d u c e by t he s a m e 
p r o p o r t i o n the new s t a t e c i r c u l a t i o n t a x . A c c o r d i n g to Sao P a u l o S e c r e t a r y of 
F i n a n c e D E L F I M Net to , the S ta te of Sao Pau lo wi l l not r e d u c e t he t ax . T h e 
c i r c u l a t i o n t ax , which r e p l a c e s the s a l e s and cons ignmen t t ax , r e p r e s e n t s o v e r 
96 p e r c e n t of the Sao P a u l o Sta te r e v e n u e , and a t ax r e d u c t i o n of 50 p e r c e n t on 
p r o c e s s e d foodstuffs migh t m e a n a d rop in r e v e n u e of about 10 p e r c e n t a t a 
t i m e when the Sta te G o v e r n m e n t i s unhappy a t the low v o l u m e of to ta l r e v e n u e 
f r o m t a x e s . Some Sao Pau lo b u s i n e s s m e n a r g u e tha t t he F e d e r a l G o v e r n m e n t 
should have e l i m i n a t e d c o m p l e t e l y the T a x on I n d u s t r i a l i z e d P r o d u c t s for p r o 
c e s s e d foods , s i n c e i t s m a i n r e v e n u e i s p rov ided f r o m i n c o m e t ax and c u s t o m s 
d u t i e s . (ADVen tu ra /TDKings l ey ) 
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4 . R e t a i l T r a d e 
R e p o r t s f r o m the m a j o r d e p a r t m e n t s t o r e s in Sao Pau lo ind ica te a s h a r p 
dec l ine in s a l e s in the f i r s t t h r e e weeks of J a n u a r y c o m p a r e d with the 
r e l a t i v e l y l i s t l e s s s a l e s m o v e m e n t for the c o r r e s p o n d i n g p e r i o d in D e c e m b e r 
1966 ( see i t e m 2, A - 2 0 5 of J a n u a r y 3 , 1967). Mos t d e p a r t m e n t s t o r e offic i 
a r e not s u r p r i s e d a t the downturn which they had p r e d i c t e d a s f a r back a s 
O c t o b e r and N o v e m b e r of l a s t y e a r . I n v e n t o r i e s a r e high, co l l ec t i ons poor , 
and ef for ts to induce i n c r e a s e d c o n s u m e r buying ( through the u s u a l c l e a r a n c e 
and s e a s o n a l s a l e s ) have been r e l a t i v e l y u n s u c c e s s f u l . S t o r e s a r e t u rn ing 
i n c r e a s i n g l y to t he 8young c r o w d 8 for s a l e s of spo r t i ng goods , and a t t r a c t i v e 
but expens ive c a s u a l w e a r , which a r e r e a d i l y a c c e p t e d by the j un io r s e t . 

C o n s u m e r d u r a b l e s a r e moving v e r y s lowly, de sp i t e long c r e d i t t e r m s 
ex tended by the downtown s t o r e s . S t r apped for c a s h , m a n y s t o r e s have cut 
down t h e i r m a r k - u p s to a m i n i m u m on r e f r i g e r a t o r s , wash ing m a c h i n e s , 
s t o v e s and o t h e r e l e c t r i c household a p p l i a n c e s , a l though f a c t o r y l i s t p r i c e s 
have i n c r e a s e d an a v e r a g e 7 p e r c e n t effect ive J a n u a r y 1, 1967. 
T h e c o n s e n s u s i s for a s l ight u p t u r n in the s a l e of t o i l e t r i e s and c lothing 
be fo re C a r n i v a l , but m o s t expec t that t h e r e wi l l be no s u b s t a n t i a l p ick up 
in s a l e s unt i l A p r i l . (ADVentura) 
5. I n d u s t r y 

J a n u a r y i s g e n e r a l l y a s low month . With few new o r d e r s on hand, m o s t 
i n d u s t r i a l s e c t o r s have s h o r t e n e d work w e e k s o r gone out on co l l ec t ive h o l i 
days ( some to s t r e t c h out to F e b r u a r y ) , have r e s c h e d u l e d downward p r o d u c 
t ion p r o g r a m s for t h e f i r s t q u a r t e r of 1967, and a r e cut t ing down o r s t r e t c h 
ing out o r d e r s for r a w m a t e r i a l s , p a r t s and c o m p o n e n t s f r o m t h i r d p a r t y 
s u p p l i e r s . T h e s e m e a s u r e s a r e ^ m p g t aken by i n d u s t r i a l f i r m s in o r d e r to 
t r y to e m e r g e f r o m an ant ic ipatec j / f i rs t q u a r t e r wi th l o w e r i n v e n t o r i e s and 
s o u n d e r c a s h p o s i t i o n s , 
Al though m o s t c o n s u m e r goods i n d u s t r i e s did p o o r l y in the l a s t q u a r t e r of 
1966, and do not expec t to chalk up s u b s t a n t i a l s a l e s in the f i r s t few m o n t h s 
of 1967, the g e n e r a l c l i m a t e i s one of s o b e r r e a p p r a i s a l and an u p t u r n a f t e r 
the M a r c h p r e s i d e n t i a l i naugura t ion r a t h e r than d e j e c t i o n and p e s s i m i s m . 

UNCLASSIFIED 



S£o P a u l o A-222 
UNCLASSIFIED 7 

E x p e c t a n c y a s to who wi l l be appoin ted P l a n n i n g and F i n a n c e M i n i s t e r s in 
the C o s t a e Si lva a d m i n i s t r a t i o n i s l e ad ing p r o m i n e n t Sao P a u l o b u s i n e s s 
m e n to f o r m into s m a l l p r e s s u r e g r o u p s to t r y to e n s u r e tha t m e n of t h e i r 
cho ice f i l l t h e s e i m p o r t a n t p o s i t i o n s . Sta te F i n a n c e S e c r e t a r y Del f im 
N E T T O i s s t i l l be ing men t ioned for the P l ann ing M i n i s t r y . 
Moto r Veh ic le p roduc t ion in J a n u a r y w a s s low. Auto p l a n t s have gone a l l 
out to s e l l off t o p - h e a v y f in i shed i n v e n t o r i e s , but in the p a s t two m o n t h s , 
w e r e r e p o r t e d l y v e r y d e p r e s s e d . Al l Sao Pau lo auto m a n u f a c t u r e r s 
r a i s e d p r i c e s in J a n u a r y by be tween 8 p e r c e n t and 19 p e r c e n t . New m o d e l s 
and face l i f ts w e r e i n t r o d u c e d by Wi l lys , V e m a g , Volkswagen , S imca , F o r d , 
and GM. In r e c e n t w e e k s , two m a n u f a c t u r e r s went out on co l l ec t ive h o l i 
d a y s , whi le t h r e e m o r e r e d u c e d w o r k - w e e k s to four d a y s . Suppl ies f r o m 
auto p a r t s m a n u f a c t u r e r s w e r e cut an a v e r a g e 20 p e r c e n t be low O c t o b e r / 
N o v e m b e r 1966 l e v e l s , and the c o n s e n s u s i s tha t mon th ly m o t o r veh ic l e ou t 
put in the f i r s t q u a r t e r of 1967 wil l a v e r a g e not m o r e than 15, 000 to 17, 000 
u n i t s . E m p l o y m e n t l e v e l s which had d ropped in m o t o r v e h i c l e s and t e x t i l e s 
in D e c e m b e r a r e expec ted to s t ab i l i z e for t he p r e s e n t . Since m a n u f a c t u r e r s 
be l i eve tha t an u p t u r n in b u s i n e s s condi t ions wi l l t ake p l a c e a f te r M a r c h , 
t hey a r e r e l u c t a n t to lay-off sk i l l ed and s e m i - s k i l l e d w o r k e r s . 
T h e auto p a r t s i n d u s t r y i s a l so e x p e r i e n c i n g a s l u m p which i s expec ted to 
l a s t for a t l e a s t a n o t h e r two m o n t h s . While t h e l a r g e r f i r m s r e m a i n f a i r l y 
buoyant , s o m e of the s m a l l e r p a r t m a n u f a c t u r e r s a r e h u r t i n g badly; a t 
l e a s t a dozen s m a l l f i r m s pe t i t ioned in c r e d i t o r s * a g r e e m e n t in J a n u a r y . 
T h e r e a r e r e p o r t s of m e r g e r s of s e v e r a l s m a l l e r c o m p a n i e s with s u b s t a n 
t i a l f ixed a s s e t s , but i nadequa te work ing cap i t a l . 
S a l e s of a g r i c u l t u r a l t r a c t o r s a r e down and a r e expec ted to cont inue s low 
unt i l l a r g e - s c a l e f e d e r a l - b a c k e d f inancing i s r e s u m e d , p o s s i b l y s o m e t i m e 
in M a r c h . (ADVen tu ra /TDKings l ey ) 
T h e e l e c t r i c household app l i ance i n d u s t r y i s r e d u c i n g output for the e n t i r e 
f i r s t q u a r t e r of 1967. I n v e n t o r i e s at w h o l e s a l e and r e t a i l l e v e l s a r e s t i l l 
h igh and few new o r d e r s have been p l aced with m a n u f a c t u r e r s . T h e 
i n d u s t r y i s following the p a t t e r n of the auto i n d u s t r y by going out on c o l l e c 
t ive ho l idays and s h o r t e n e d w o r k w e e k s . P r i c e i n c r e a s e s a v e r a g i n g 10 
p e r c e n t w e r e i n t r o d u c e d in J a n u a r y , and have not r e s u l t e d in i n c r e a s e d 
s a l e s . S lowes t moving i t e m s r e m a i n r e f r i g e r a t o r s , wash ing m a c h i n e s , 
s t o v e s and a i r c o n d i t i o n e r s . Rad io s e t s and TV r e c e i v e r s a r e s e l l i ng a t 
a s low p a c e , whi le s m a l l a p p l i a n c e s a r e s t i l l s e l l ing f a i r l y we l l . (ADVentura) 
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T h e n u m b e r of pe t i t i ons in c r e d i t o r s * a g r e e m e n t a m o n g t ex t i l e m a n u f a c t u r e r s 
r o s e in J a n u a r y . As in p r e v i o u s m o n t h s , t h e s e w e r e m o s t l y s m a l l o r m e d i u m -
s i z e d f i r m s with o b s o l e t e f a c i l i t i e s . In J a n u a r y , s o m e l a r g e t ex t i l e c o m p a n i e s 
r e p o r t e d good s a l e s of fine co t ton s t a m p e d goods . D a c r o n - b a s e d and o t h e r 
l ight weight f a b r i c s a r e a l s o se l l ing f a i r l y we l l . By and l a r g e , h o w e v e r , the 
i n d u s t r y i s suf fer ing f r o m an ex tended downturn which m a y l a s t unt i l the beg in 
ning of the w i n t e r s e a s o n . 
T h e publ ic w o r k s s e c t o r of the c ivi l c o n s t r u c t i o n i n d u s t r y r e p o r t s a s u b s t a n 
t i a l b u s i n e s s p i c k - u p a s the c i ty g o v e r n m e n t expands c o n s t r u c t i o n of v i a d u c t s , 
r o a d s , and the paving of s t r e e t s . T h e State and F e d e r a l G o v e r n m e n t s , a f t e r 
p r o t r a c t i n g in N o v e m b e r and D e c e m b e r p a y m e n t for work a l r e a d y done, a r e 
now paying off deb t s and push ing th rough new p r o g r a m s , a l a r g e p r o p o r t i o n 
of which h a s been a w a r d e d to Sao P a u l o c o n s t r u c t i o n f i r m s . F e w a p a r t m e n t 
bu i ld ings a r e being l aunched in Sao P a u l o a t t h i s t i m e b e c a u s e of the h o l i d a y s . 
Ins t ead , r e a l t o r s a r e c o n c e n t r a t i n g on t he s u m m e r r e s o r t s for s a l e s of c o - o p 
a p a r t m e n t s and h o u s e s . (ADVentura) 
T h e shoe i n d u s t r y i s c u r r e n t l y going t h rough a p e r i o d of n e a r r e c e s s i o n . 
Major m a n u f a c t u r e r s , h o w e v e r , a r e i m p l e m e n t i n g expans ion p r o g r a m s e n t a i l 
ing t he i n s t a l l a t i o n of m o d e r n m a c h i n e r y with a v iew to cut t ing c o s t s t h rough 
h i g h e r p roduc t iv i t y . (ADVentura) 
6. L a b o r 

T h e new annua l wage r e a d j u s t m e n t s which o c c u r r e d dur ing J a n u a r y in t h i s 
a r e a r a n g e d f r o m 20 to 25 p e r c e n t c o v e r i n g i n d u s t r i e s whose c o n t r a c t s 
e x p i r e d in J a n u a r y . T h i s w a s s ign i f ican t ly l o w e r than t h e a v e r a g e 30 p e r 
cen t r e a d j u s t m e n t in the m a j o r i t y of i n d u s t r i e s du r ing the l a s t q u a r t e r of 
1966. The downt rend i s d i r e c t l y a t t r i b u t a b l e to the p r o g r e s s i v e r e d u c t i o n 
of the coeff ic ients pub l i shed month ly by the g o v e r n m e n t f o r u s e in i t s 
f o r m u l a for ca l cu la t ing wage r e a d j u s t m e n t s . T h e S u p e r i o r L a b o r C o u r t 
h a s not ye t r e n d e r e d a f inal dec i s ion on e m p l o y e r a p p e a l s f r o m r e a d j u s t 
m e n t s of 30 p e r c e n t s e t by t he Regiona l L a b o r C o u r t l a s t N o v e m b e r and 
D e c e m b e r affect ing an e s t i m a t e d 400, 000 P a u l i s t a w o r k e r s in s e v e r a l key 
i n d u s t r i a l s e c t o r s . The h i g h e r cou r t p r o v i s i o n a l l y cut the r e a d j u s t m e n t 
to 24. 46 p e r c e n t , the r e s u l t of s t r i c t app l i ca t ion of the g o v e r n m e n t wage 
f o r m u l a . 

C o n s i d e r a b l e confusion s t i l l p e r s i s t s in both l a b o r and m a n a g e m e n t c i r c l e s 
r e g a r d i n g the p r a c t i c a l c o n s e q u e n c e s and i m p l e m e n t a t i o n of the r e c e n t l aw 
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e s t a b l i s h i n g the G u a r a n t e e Fund for Leng th of S e r v i c e which s e t s up a c o m 
p l i c a t e d a l t e r n a t i v e to the t r a d i t i o n a l job s e c u r i t y (es tab i l idade) p r o v i s i o n s . 
A c c o r d i n g to s o m e r e p o r t s , m a n y c o m p a n i e s a r e p r e s s u r i n g w o r k e r s , 
e s p e c i a l l y n e w l y - h i r e d h a n d s , to opt for the G u a r a n t e e Fund a l t e r n a t i v e . 
Meanwhi le , union l e a d e r s have u r g e d t h e i r m e m b e r s to e x e r c i s e g r e a t 
cau t ion in m a k i n g t h e i r cho i ce . 
No s h a r p change in the employmen t p i c t u r e h a s been r e p o r t e d in J a n u a r y . 
T e x t i l e e m p l o y m e n t con t inues s l ack , and one l ead ing cha in of t ex t i l e m i l l s 
h a s r e d u c e d i t s workweek and i t s w o r k e r s * t a k e - h o m e p a y c o r r e s p o n d i n g l y . 
Some m e t a l - f a b r i c a t i n g plai ts have cut back on o v e r t i m e . (JLiebof) 
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